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Federal Water Pcllution Control Act Amendmerts
authorized grants for constructing wastewater trcatment
facilities to prevent untreated or inadequately trzated sewage
and other waste discharges into waterways. Grant recipicats or
grantees (State, municipality, or intermunicipal or interstate
agency) can receive up to 75X of the funds from the Federal
Government. Because of the magnitude of Federal funds being
spent for constructing waste treatment facilities and the
potential for improprieties in a program this large, the
financial procedures and fiscal controls exercised hy the
Environmental Protection Agency (EPA) and grantees in the
administration of the construction grant prcgram were reviewed.
Findings/Conclusions: Most grantees included in the review vere
not maintaining required accounting records and, as a result,
many reguested and obtained improper reimbursements froam EPA.
Both large and small grauntees had this probles. Grantees in some
regions have delegated the task ol preparing EPA progress
payment requests to consulting engineers. Some grantees need to
better account for project funds or expenditures and to identify
costs which are considered unnecessary, unreasonable, or
unallovable for Federal participation. Present grantee
procurement practices for obtaining consulting engineer and
construction contractor services for the prcjects dc not assure
grantees that the lowest practicable fees and prices were
obtained. Some of EPA's regional offices were coamputing progress
payments to grantees on costs that included amounts withheld by
the grartce from construction contractor billings, a practice
contrary to requlations. Recommendations: The Adainistrator of
EPA should: assure that grantees establish and maintain adequate
cccounting systeas for vaste treatment projects by providing



writter instructions and onsite guidance, provide guidance to
grantees vhich would facilitate preparatioun of requests for EPA
progress payments, advise and emphasize to the grantees their
responsibility to review and assure themselves of the accuracy
of consulting engineer ard contractor billings, and establish
standard conditions for contracts so that the method and amocunt
of payment will be consistent. The Administrator should also:
place greater emphasis on the use of samaller construction bid
packages and separate and combined bidding techniques, detaramine
whether any sigaificant amounts of interest were earned by
grantees on Federal funds retained floa construction
contractors, and reempbasize to regioral offices the importance
of the progress payment review process. (RRS)



UNITED STATES
GENERAL ACCOUNTING OFFICE

Environmental Protection Agency's
Construction Grant Program--
Stranger Financial Controls Needed

To maintain the fiscal integrity of the multi-
billion-dollar waste treatment construstion
grant program administered by the Emiron-
mental Protection Agency, better financial
procedures and fiscal controls must be fol-
lowed so that

--adequate accounting records of project
costs by those receiving grants are es-
tablished and maintained,

--proper and accurate funds are paid
under the program, and

--the lowest prices for consulting engi-

neer services and construction contracts
are reasonably obtained.

CED-78-24 APRIL 3, 1978



UNITED STATES GEMERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

COMMUNITY AND ECONOMIC
DEVELOPMENT DIVISION

B-166506

The Honorable Douglas M. Costle
Administrator, Environmental
Protection Agency

Dear Mr. Costle:

This report discusses financial vrocedures and fiscal
controls that need to be improved to ensure the fiscal in-
tegrity of the multibillion-dollar waste treatment construc-
tion grant progvam. The review was conducted as part of the
Community and Economic Developma2nt Division's lona-range
work plan addressing the environmental protection iccuc area,
"Management of Federal Contracts, Loans, and Grants for En-
vironmental Protection Programs."

We concluded thxt grantees' accounting practices and
procedures and procurement practices, as well as EPA's
progress payment procedures, under the construction grant
program could be improved. Recent EPA actions have cor-
rected some of the problems found during our review, and
the report contains several recommendations which we be-
lieve will further improve the fiscal integrity of the pro-
gram.

As you know, section 236 of the Legislative Reorganiza-
tion Act of 1970 requires the head of a Federal agency to
submit a written statement on actions taken on our recommen-
dations to the House Committee on Government Operations and
the Senate Committee on Governmental Affairs not later than
60 days after the date of the report and the House and Senate
Committees on Appropriations with the agency's first reguest
for appropriations made more than 60 days after the date
of the report.



B~166506

Copies of this report are being sent to the Acting Di-
rector, Office of Management and Budget; the Assistant Di-
rector for Natural Resources, Congressional Budget Office;
the Director, Office of Audit, EPA; and the appropriate con-
gressional committees.

Sincerely yours,

i Foaras

Henry Eschwege
Director

Enclosures - 5



GENERAL ACCOUNTING OFFICE ENVIRONMENTAL PROTECTION

REPOF.T TO THE ADMINISTRATOR AGENCY'S CONSTRUCTION GRANT
ENVIRONMENTAL PROTECTICN PROGRAM--STRONGER FINANCIAL
AGENCY CONTROLS NEEDED

DIGEST

Vast amounts of funds will be spent under the
Environmental Protection Agency's construction
grants program--the largest public works effort
in the Nation. However, GAO has found that
some States, cities, or towns and other local
agencies--the grantees--have not had adequate
financial management systems to provide effi-
cient and effective accountability and con-
trol over funds received from the Agency.

The nzed for grantees to improve their account-
ing practices and procedures is apparent. Of

the $19.5 billion authorized for the construc-
tion of waste treatment facilities, $18.1 billion
had been obligated and $6.3 billion spent at
September 30, 1977. (See pp. 1 through 3.)

Because grantees generally were not maintain-
ing required accounting records, many requested
and obtained improper reimbursements from the
Agency. One grantee received over $364,000
from the Agency and the State for construction
items previously ruled ineligible in the

grant approval.

The failure to properly maintain required ac-
counting records has caused grantees, in many
cases, to rely significantly on their consult-
ing engineers for financial accoun:ability.
(See pp. 7 through 11.)

Grantees reviews of consulting engineer and
construction contractor billings have not been
effectively made. As a result, they Lave not
been able to assure that expenditures under
the program have been consistent or proper.
(See pp. 13 through 15.)

GAO makes a number of recommendations to assist
grantees in establishing and maintaining ade-
quate accounting controls over grants for

waste treatment projects. (See pp. 17 and 18.)

BommTIm S cEp-78-24



In some instances, poor grantee procurement
practices resulted in higher fees for consult~
ing engineer services and higher prices for con-
struction contracts. Improving grantees' pro-
curement practices could conserve for the
program in future years significant amounts of
Federal, State, and local funds. (See pp. 20
and 21.)

Generally, consulting engineer services were
obtained by grantees with little or no fee
negotiation. This meant grantecs could not be
sure they had obtained the lo'wst practicable
fees. Smaller grantees, in Larticular, lacked
expertise to negotiate effectively with con-
sulting engineers. In contrast, one State ne-
gotiated contracts on behalf of its grantzes,
reducing total proposed fees by 25 percent--
from $10.3 to $7.8 million. (See pp. 22
through 27.)

Construction bid packages used by grantees
often limited participation by small construc-
tion firms in competing for the work. They
did not provide full advantage of a soliciting
method that allcws bidding on both individual
construction segments as well as total project
construction.

In contrast, some grantees did prepare bid
packages that considered these methods and ob-
tained either lower construction prices or
assurance that the lowest practicable prices
were obtained. One grantee, by splitting a
segment of a project into two parts, realized
savings of about $700,000. (See pp. 27
through 29.)

The Administrator, Environmental Protection
Agency, should emphasize the importance of
using smaller construction bid packages and
separate and combined bidding technigues, as
in the construction of interceptor sewers
and pumping stations., (See pp. 29 and 30.)

Another problem GAO found is that grantees

were not forwarding to contractors all of the
amounts they had received from EPA for

ii



construction contractor billings. One grantee
received about $1.25 million from a regional
office of the Agency and retained this from
the contractor to be sure of his performance.
(See pp. 32 through 36.)

GAO found instances where grantees had held
sizable amounts of Federal funds for extended
periods. Although not legally required, had
the grantees invested these funds in interest-
bearing accounts, significant amounts of in-
terest could have been returned to the Federal
Government. The interes¢ revenue lost by the
Federal Government is substantial because

of this practice. GAO estimated that in one
of the lowest-funded regions, the interest
revenue lost for calendar year 1975 on such
payments amounted to between $297,000 and
$455,000.

puring GAO's review, the Agency amended its
regulations to provide that payments to grant-
ees will only be for those amounts that the
grantee promptly pays its contractor. At
least one of its regional offices, however,
continued to pay grantees for amounts not
promptly passed on to contractors even after
the regulation became effective. Agency offi-
cials plan to followup on this matter. (See
pp. 35 and 37.)

GAO also found that the Environmental Protec-
tion Agency, through its desk audits before
making progress payments, identified many
errors or improper items contained in grantee
progress payment reguests. Other errors and
improper claims were not disclosed during the
desk audits. (See pp. 37 through 39.)

RECOMMENDATIONS

The Administrator, Environmental Protection
Agency should determine whether significant
amounts of interest were earned by grantees on
Federal funas retained from construction con-
tractors and, if so, require that such inter-
est be credited to the Federal Government.
Also, until such time that grantees have ade-
guate accounting systems, the Administrator
needs to reemphasize to regional desk review-
ers the importance of the progress payment

iii



review process and the need for closer scru-
tiny of payment requests. (See p. 40.)

AGENCY COMMENTS

The Environmental Protection Agency generally
agreed with GAO's conclusions and recommenda-
tions and stated that the Agency has already
taken action to correct many of the deficien-
cies noted during the review. The Agency plans
to implement GAO's recommendation regarding the
need to improve grantee's financial management
systems but feels somewhat constrained because
of the Office of Management and Budget's de-
sire to limit requirements that can be placed
by Federal grantor agencies on jrantees.

Special attention will be given, according to
thoe Agency, to informing grantees, consulting
engineers, its personnel, and others of the
need for better financial controls to ensure
efficient and effective accountability and
control over funds received from the Agency.
(See pp. 18 and 19, 31, and 40 and 41.)
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CHAPTER 1

INTRODUCTION

The Federal Water Pollution Control Act Amendments of
1956 (Public Law 84-660) (70 Stat. 498) created the waste
water treatment construction grant program. The act au-
thorized grants for constructing treatment facilities to
prevent untreated or inadequately treated sewage or other
waste discharges into waterways. It authorized the grant
recipient, or grantee, (State, municipality, or intermunic-
ipal or interstate agency) to receive 30 percent in Federal
assistance of the eligible project costs. Subsequent amend-
ments to the act increased the Federal share up to a maximum
of 55 percent. The Federal Water Pollution Control Act Amend-
ments of 1972 (Public Law 92-500) (33 U.S.C. 1251 et seq.,
Supp. V, 1975) established the Federal share at 75 percent
of the eligible project costs and broadened the list of
eligible project items.

The 1972 amendments established a national goal of
eliminating the discharge of pollutants into navigable
waters by 1985 and an interim goal of providing water
quality sufficient for the protection of fish, shellfish,
wildlife, and recreation by 1983. Publicly owned treatment
works were required to achieve secondary treatment 1/ by
July 1977 and to use the best practicable treatment tech-
nology by July 1983.

For fiscal years 1957 through 1972, the Congress au-
thorized $6.3 billion for the construction grant program,
currently administered by the Environmental Protection
Agency (EPA), and appropiriated $5.1 billion. About $3.6
billion was actually obligated for construction projects
and $1.9 billion expended during this period.

To assist grantees in meeting the requirements of
the 1972 amendments, the Congress provided $18 billion
for constructing waste treatment facilities. On October 1,
1976, the Congress increased funding for the program by
appropriating $480 million (Public Law 94-447) to be

1/Waste water treatment in which bacteria consume the
organic parts of the wast.. Effective secondary treatment
removes virtually all flocating and settleable solids and
about 85 percent of the biochemical oxygen demand and
suspended solids.



available until expended. An additional $1 billion was
appropriated cn May 4, 1977, (Public Law 95-26) to be avail-
able for fiscal years 1978 through 1980. as of September 30,
1977, EPA had obligated about $18.1 billion of the total
$19.5 billion and had expended about $6.3 billion.

The graph on the following page shows the annual appro-
priation or contract authority for the construction grant
program from fiscal years 1957 through 1977.

In a July 12, 1977, letter to the Snzaker of the House
of Representatives, EPpA proposed that the Congress authorize
$4.5 billion annually for the 9-year period from fiscal years
1978 through 1986 to fund 75 percent of the cost of construct-
ing waste treatment Plants, interceptors, combined sewer fa-
cilities, and infiltration/inflow corrections. 1In a February
1977 report to the Cungress, EPA estimated that it would cost
about $96 billion to construct these structures to control
municipal pollution, exclusive of stormwater runoff.

The 25-percent non-Federal chare of project costs,
Plus costs ineligible for Federal participation, are borne
by grantees except that the grantees' costs are sometimes
reduced in those States that participate in paying part of
the project costs. Twenty-nine of the 50 States had sharing
programs at October 1977. (See app. I.)

Facilities authorized for construction under the pro-
gram included treatment plants, interceptor and outfall sewers,
pumping stations, power supplies, and other equipment. The
1972 amendments made collector sewer systems, combined storm
and sanitary sewers, and recycled water supply facilities
eligible for Federal assistance.

GRANT AWARD PROCEDURES

EPA's February 1974 reqgulations, developed pursuant to
Public Law 92-500, provide for Federal participation in a
treatment facility's costs through three separate grant
awards:

---Step 1 grant - Preparing facility (preliminary) plans.

-=-Step 2 grant - Preparing design plans and specifica-
tions.

--Step 3 grant - constructing the treatment facility.
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Grantees are responsible for planning, designing,
constructing, operating, and maintaining the treatment fa-
cilities. Applications for construction grants are approved
first by a State's water pollution control agency and then
by the cognizant EPA regional office before a grant is awarded.
Grantees usually hire engineering firms (consulting engineers)
before applying for a grant. Administrative functions con-
nected with grant application and award are transferred to
the consulting engineer. 1In addition, the consuiting engi-
neer usually prepares the preliminary plan, design, and
specifications; handles the construction bid/award process;
monitors construction; and takes care of the progress pay-
ment details under the grant.

GRANT PAYMENT PROCEDURES

Public Law 92-500 requires that EPA make progress pay-
ments to grantees that do not exceed the Federal share of
construction costs to date plus materials stockpiled on site.
Payments may be made on a monthly basis, but the practice
varies among regions because of workload and staffpower dif-
ferences.

As construction progresses the contractor submits
monthly billings, primarily on the basis of an estimate of
the percentage of construction completed, to the resident
engineer--usually the consulting engineer's representative
inspector. Upon approval, the billing then goes to the
grantee where it is processed and paid, except that the
grantee retains a percentage--usually between 5 and 10
percent--to insure satisfactory completion.

Periodically, the grantee, but usually its consulting
engineer, prepares a request for progress payment from EPA
which would include the interim billings of the contractor and
the consulting engineer's billing under its contract with
the grantee. The grantee signs the request and, upon receipt,
EPA performs a "desk" review~-the depth of which varies con-
siderably among regions. Procedures require payment to be
processed by EPA within 20 days of receipt of th: request.
Final payr~r* under the grant is made after an E.A inspection
confirns that the facilities have been satisfactorily con-
structed. A final audit of project costs occuts at a later
date and is made to determine whether any ineligible costs
have been paid and that payments have not exceeded the
grant award and any su>sequent amendments.



SCOP: OF REVIEW

Because of the magnitude of Federal funds being spent
for constructing municipal waste treatment facilities ang

made a review of the financial procedures and fiscal controls
exercised by EPA and grantees in the administration of the
construction grant program.

Our review was conducted at EPA regional offices in
Boston, Massachusetts (region I); san Francisco, California
(region IX); and Kansas City, Missouri (region VII); at the
State water pollution control agencies in Califcrnia, Mas-
sachusetts, Missouri, Nevada, New Hampshire, and Iowa; and
at selected grantees in these States. Our review included
43 grants awarded under Public Law 92-500 and 8 grants
awarded under Public Law 84-660. We reviewed 7 grants in
California, 15 in Massachusetts, 10 in Missouri, 1 in Nevada,
8 in New Hampshire, and 10 in Iowa.

We reviewed pertinent legislation, regulations, _.ocu-
ments and project files and interviewed officials at the
regional offices, State agencies, and selected grantees as
well as officials of consulting engineers hired by selected
grantees to design their treatment. facilities.



CHAPTER 2

GRANTEES NEED TO IMPROVE ACCOUNTING

PRACTICES AND PROCEDURES

Most grantees included in our review were not maintain-
ing required accounting records and, as a result, many re-
quested and obtained improper reimbursements from EPA. Both
large and small grantees were found to have these problems.
Although one of three regions had issued detailed instruc-
tions on the maintenance of accounting records and another
region, as a result of our review, hired an incividual to
assist grantees, there has been no overall effort by EPA to
ensure that grantees are maintaining adequate records. The
failure to properly maintain required accounting records has
placed grantees, in many cases, in the position of relying
significantly on their consulting engineers for financial
accountability. This includes the preparation of EPA pro-
gress payment requests which generally results in incieased
cost to the Federal Government because grantee preparation
would generally be less expensive.

In addition, grantees have not performed effective re~
views of consulting engineer and construction contractor
billings and thus have not played a significant role in as-
suring that expenditures under the program have been proper.

Fiscal integrity in the waste treatment construction
grant program is especially critical since almost all of the
$19.5 billion currently authorized wil®: go to either con-
sulting engineers or construction contractors. Although
our review did not disclose major improprieties or signifi-
cant dollar overpayments, it did identify widespread weak-
nesses present in the construction grant program. Inade-
quate financial procedures and fiscal controls, if em-
ployed by grantees and EPA, provide an opportunity for major
improprieties to occur. Under the Federal Water Pollution
Control Act Amendments of 1972, EPA's wastewater treatment
plant construction grants program has become the largest
public works effort in the Nation. 1In a program of this
magnitude adequate financial! procedures and fiscal con-
trols are the primary safeguards for Federal funds. As
of September 30, 1977, about $6.3 billion, or 32 percent
of the $19.5 billion had been expended by grantees. Many
more billions of dollars will be expended for construction
grants in the future and the irreaularities will probably
continue to increase unless noted program weaknesses are
corrected.



Another adversc effect of inadequate recordkeeping is
the cost to conduct interim and final audits to determine
the fiscal integrity of financial transactions and com -
pliance with grant agreement terms. The poor condition of
grantee records will make the cost of such audits unneces-
sarily high because an excessive amount of time will be
required by the auditors to trace and verify the transac-
tions.

Also, procedures for estimating the amount of work com-
pleted for computing monthly construction contractors pay-
ments differ considerably among resident engineers respon-
sible for approving these payments. As a result, payments
to construction contractors were not consistent among
resident engineers and varied depending on the degree of
documentation resident engineers required a construction con-
tractor to provide to justify work the construction con-
tractor had completed.

GRANTEES HAVE NOT ESTABLISHED OR MAINTAINED
REQUIRED ACCOUNTING RECORDS

Grantees reviewed in regions I and VII were not provided
detailed instructions on recordkeeping procedures and did not,
in most cases, establish an accounting system to properly
account for project costs as required by EPA regulations.
Region IX grantees were provided guidance by EPA to assist
them in setting up the necessary system of accounts but we
found that, in some cascs, grantees were not properly main-
taining the accounts. As a result, grantees requested and
received improper reimbursements from EPA, and/or were not
assured of beirg reimbursed for all eligible costs.

The Office of Management and Budget (OMB) and the Gen-
eral Services Administration have established government-
wide requlations requiring good recordkeeping as being
necessary for control of Federal funds. 1In addition, spe-
cific requirements for grant accountability are incorporated
in EPA grants by reference to the Code of Federal Regulations
which requires for all EPA grants and all subagreements in
excess of $10,000 under grants that

"The grantees shall maintain books, records,
documents, and other evidence and accounting pro-
cedures and practices, sufficient to reflect prop-
erly (1) the amount, receipt, and disposition by
the grantee of all assistance received for the
project, including both Federal assistance and any
mactching share or cost sharing, and (2) the total
costs of the project, including all direct and in-
direct costs of whatever nature incurred for the



performance of the project for which the EPA grant
has been awarded. * * *"

We noted that procedures to ensure the implementation
of the above accountability requirements varied among the
three EPA regional offices. Region IX, for example, provides
grantees with written guidance and exhibits of required fi-~
nancial records. 1In California, the largest State in region
IX, the State agency gives each grantee fiscal instructions
which basically incorporate EPA regulations on fiscal ac-
countability and also require the establishment and mainte-
nance of a "construction account." Region I furnishes
grantees a July 1969 administrative instruction that requires
the establishment and maintenance of a "construction account"
by the grantee to which

"k * * 3]l receipts * * * regardless of source,
shall be credited and all disbursements shall be
charged. This account shali reflect at any time
(a) total receipts, (b) total disbursements, (c)
balance in the account, and (d) the purpose for
which each disbursement was made * * *_ »

Region VII, however, did not provide its grantees with any
impiementation instructions. We noted also that techni-
cal assistance provided by EPA did not include helping the
grantee establish adequate accounting records,

EPA's Office of Audit found similar deficiencies. 1In a
May 3, 1976, audit report, EPA stated that region X (Seattle)
had provided inadequate guidance to grantees on necessarv
financial management and recordkeeping requirements. The
auditors concluded that this was *the primary reason why, in
21 of 25 grants reviewed, costs totaling $1.2 million by the
grantee were questioned by EPA. Costs were questioned he-
cause grantees failed to maintain adequate support, claimed
ineligible items for Federal participation, and did not al-
locate and properly indicate which costs were eligible or
ineligible for Federal participation. The auditors recom-
mended that region X inform all grantees of necessary fi-
nancial management and recordkeeping requirements and dis-
tribute clarifying instructions for preparation of claims
for costs,

Our review showed that most grantees in regions I and
VII were not establishing and maintaining adequate fiscal
accounts. For example, 22 of 34 grantees in regions I and
VII had not established the required construction accounts.
Most grantees in region I stated they were not aware of the



EPA "construction account" instruction. Rather, they relied
on their consulting engineer to keep necessary accounting
records. The remaining 12 grantees had established a con-
struction account but generally failed to segregate costs
by type and eligibility or were not properly maintaining
them. Many lacked proper supporting documentation. Seven
of the eight grantees in California and Nevada established
the basic account structure provided for in the State and
EPA instructions but four did not properly maintain the ac-
counts.

Grantee records in most cases did not permit identifi-
cation of financial data needed for grant purposes without
detailed examination. For example, Roseville, California,
had a grant condition in its contract for an environmental
impact assessment report and other special studies that
the fee could not exceed $5,C00. The grantee, however,
exceeded the $5,000 maximum fee and improperly paid $20,000
under this contract over the period August 1972 to July
1973 without an amendment. Both EPA and the State shared
in the reimbursement of this amount. A comparison of
periodic payments against the contract terms would have
caused the grantee to question the excess payments, and,
if warranted, amend the contract.

Salem, New Hampshire, received a $158,000 grant for
additions to its treatment facilities in January 1974. The
grantee commingled proceeds from all its water and sewer
projects in one appropriation account. At year end the ap-
propriation account was reduced by a single entry for all
expenditures from a handwritten worksheet maintained for all
projects. Invoi.es were paid w.thout reference to related
agreements and contracts, and grantee officials were not
aware of the amounts experied or available for any one
project, stating they depended on their engineering firm
to keep necessary accounting reccrds. A review of invoices
paid by the grantee revealed that a contract ceiling of
$8,000 for engineering design had been overpaid by $3,000
during 1974. We also noted that the same official recorded
all receipts and disbursements, made deposits and wrote
checks, and reconciled the checking account--contrary to
good internal control procedures.

Gilbertville, Iowa, received a $262,120 grant to
construct waste treatment facilities in April 1974. The
grantee did not set up accounting records necessary for
proper accountability of project costs. Records were
maintained on a cash basis in a receipts and warrants
register, and costs were not segregated as to eligibility or



category of expense. In addition, an $82,000 receipt from
the Farmers Home Administration was recorded as a receipt
from EPA, and two receipts from EPA totaling $98,720 were
not recorded. Furthermore, the same person maintained the
reccrds, wrote checks, and also depcsited receipts--a
basic internal control weakness.

Fresnc¢, California, in August 1974, received a
$19,501,930 grant to upgrade and expand its treatment fa-
cilities. 1Its accounting system for handling grant costs
was set up according to State guidelines except that costs
were not segregated as to eligible and in2ligible. As a
result, both EPA and the State participaoted in over $364,000
of construction items previously ruled ineligible in
the approval of the grant. The grantee “or adjusted
payments for these costs; however, in-l le engineering
costs approximating $127,000 were stili no. excluded from
reimbursement at the time of cur review. 1In addition, the
grantee requested that EPA reimburse it for construction
costs it had retained from payments to crntractors not realiz-
ing that the earlier EPA payments included participation in
the retained amounts.

EPA's Office of Audit has also found similar deficien-
cies. A December 17, 1976, audit report noted that the ac-
counting system of a large midwest municipality was inade-
quate because it did not differentiate between costs eligible
and ineligible for Federal reimbursement, its records
were not up-to-date, and it did not reflect all costs
incurred. Because costs were not differentiated between
eligible and ineligible, the grantee overstated eligible
costs on payment requests to EPA and the grant was overpaid
by $227,586 or 22 percent of the Federal share claimed.

The audit report noted that, unless the defic